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Microsavings: Barriers to Saving
Learned from an Experiment
in Uganda
by Brady Grayson, Stephanie Dowdle,Austin Beck, and Kimia Khatami

Introduction
Uganda, the pearl of Africa, has one of the fastest growing economies in the
sub-Saharan Africa region. As reported by the World Bank, in 2011, Uganda had a
6.6 percent GDP growth rate, which has been fairly consistent for the last decade
(Uganda Overview). This phenomenal growth has helped Uganda reach the millennium devdopment goal of halving the 56 percent poverty rate that was recorded
in 1993 (Uganda Overview). Despite its economic growth, Uganda has one of the
lowest savings rates among sub-Saharan countries, which tend to have the lowest
savings rates in the world. Between 2001 and 2003, Uganda's savings rate was 5.2
percent, compared to Kenya's rate of 12.7 percent (Kabatalya & Pelrine, 2005), and
between 2002 and 2008 the private savings average was at 14.6 percent compared to
the African average of 22.1 percent (African Development Bank). Uganda's savings
rate is currently 10 percent, which is extremely low compared to world standards
(Dovi, 20m~).
In the urban regions of Uganda, 87 percent of the people reported themselves as
active savers, but many do not actively save through a formal financial institution.
Research conducted in 2005 found that the three most common methods for saving
money were investing in property, investing in livestock, and storing money in the
home (Kabatalya & Pelrine, 2005). Saving informally cuts out the benefits of gaining
interest from savings, decreases the security in saving, and limits a bank's ability to
give out loans.
While there has been recent emphasis on micro finance in the developing world,
much of this emphasis has centered on microloans and not microsavings. Part of a
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microfinance institution's mission is to lend small, low interest loans to potential
business owners helping the poor to access capital. A vital and often overlooked part
of their mission is their role in savings. Offering savings accounts is an essential service, because it increases financial security and decreases dependence on loans. Often
in a time of emergency, the poor turn toward high interest moneylenders to obtain
the necessary funds to get through the emergency (Banerjee & Duflo, 158-159). If they
cannot quickly repay their fees, crippling debt can lead to financial ruin.
In the developing world, the poor face many barriers when seeking to save.
Thesl' barriers include living in a rural location where access to savings institutions is
limited, experiencing high startup costs and maintenance tees, as well as simply not
having enough funds to save. Bccaust' of these barriers to saving in formal institutions, only 9 percent of rural poor and 12 percent of urban poor use formal savings
institutions (Banerjee & Duflo, 185). Not only is saving costly, but the poor often have
little to save, and the duration of using a savings account is short.
In this Shldy, we test the interest in a new savings account that would incentivize Ugandans to save more money and to save for longer periods of time. This ne"v
account will be referred to as the instant bonus account. The instant bonus account
offers an immediate bonus to the participant's account upon deposit. This bonus is
equal to the amount of interest that would be accrued by the initial deposit amount
over a six-month savings period. All normal start-up fees and maintenance fees apply
to the account. The difference between a traditional savings account, which accrues
interest over time, and the instant bonus account is this front-loaded interest at the
beginning of the savings period. If the participant chooses to withdraw their money
before the six-month savings period has expired, they lose the entire up front bonus.
The instant bonus account is based on the theory of loss aversion. Loss aversion is a fundamental part of Daniel Kahneman and Amos Tversky's prospect theory.
Prospect theory, specifically loss aversion, states that individuals experience greater
dis-utility from a loss than utility from a gain of equal value (Kahneman & Tversky,
1979). Loss aversion theory predicts that individuals are less willing to lose something they perceive ownership of, than to gain something of equal value. This was
also supported in work done by Thaler, Tversky, Kahneman, and Schwartz in 1997.
Loss aversion is incorporated within the instant bonus account by penalizing
participants for withdrawing their money before the specified savings period ends.
We theorize that when people have the interest from their finances immediately deposited into their account, they will perceive ownership and take steps not to lose the
bonus by keeping their money in the account.
Considerable evidence in psychology and behavioral economics points to the
fact that humans are inclined to make decisions based upon immediate gratification
(O'Donoghue & Rabin, 2012). Immediate gratification states that consumption in the
present is more appealing than that same consumption in the future. Humans tend to
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discount utility that will be received in the future. This leads humans to gratify their
immediate needs while ignoring future consequences. The instant bonus account harnesses immediate gratification by depositing all of the interest at the beginning of the
six-month savings period.
In this study, researchers randomly assigned participants to be offered either the
instant bonus account or a normal savings account. A participant's interest was measured in two ways. The first measurement was if they actually open the account. The
second measurement was the participant's response to the question, "Are you interested in opening this account?"
Due to the theory of immediate gratification, we hypothesize that individuals will
express greater interest in the instant bonus account than the normal account when
asked the question: "Are you interested in opening this account?" We also believe the
sign-up rate for the instant bonus account will be higher than that of the control account. We hypothesize that, due to loss aversion, individuals who open the account will
be more inclined to keep their money in the instant bonus account longer than that of
the normal savings account.
To conduct this study we needed to partner with a savings organization that
would offer the two accounts. We chose to partner with the Uganda Cooperative
Savings and Credit Union. Through this organization, we found three savings and
credit cooperatives (SACCOs) to partner with. SACCOs are informal savings institutions that are an alternative to large banks that generally serve low-income populations. We chose three SACCOs based on location and availability. Naddangira
SACCO services those living in rural areas surrounding Kampala, the capital city
of Uganda. Lunda SACCO services individuals and business owners living in the
district of Lunda, inside Kampala. Owino market SACCO services owners of shops
in Owino market, a large informal shopping center inside Kampala.

Methods
A team of researchers comprised of BYU students and local Ugandans collected
the data for this study. The Ugandan enumerators were recruited from the Uganda
Cooperative Saving~ and Credit Union and the local scouting organization. In total,
the research team was comprised of thirty-nine individuals.
The data for this experiment consists of survey responses from Ugandan residents. During the survey, subjects were offered one of the two savings accounts
and given a pamphlet containing information on the account. Survey questions included family background information, individual financial information, and other
personal information. For one and a half months the team collected data by going
person to person in Kampala and the surrounding area. In total, the research team
offered 2,227 accounts and gathered survey data on most of the individuals who
were offered an account.
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Surveyed residents were randomly selected and randomly offered one of the
two accounts. Enumerators worked in three areas, Naddangira, Lunda, and Owino,
which were geographically divided into subregions. Each day, teams of two were sent
to randomly assigned subregions to survey and offer savings accounts to individuals.
Each team consisted of either two Ugandans or a Ugandan and a BYU student (all
of whom were white). Initially, the enumerators' race was randomized, but an outbreak of Ebola during recruitment disrupted the randomization strategy. For this reason, we control for race in our model but are unable to determine causal conclusions
concerning race. We consistently randomized gender in the enumerators' teams. The
enumerators used tablet computers to collect data, and the computers randomly generated which of the two accounts a subject was offered.
The outcome measures used to help us determine the effect of loss aversion on
savings include expressed interest in the account and whether people actually set up
an account and saved. As of four months after the recruitment for this study, no one
has opened either of the accounts at our partner SACCOs (we will discuss reasons
for this in the analysis portion of the paper), so this paper will focus on the subject's
expressed interest in the account.
Tables I and II provide a summary of the data used in the analysis in this paper.
Since the type of account offered was randomly assigned across all subjects, we can
look at the impact of being offered the instant bonus account on interest in setting up
the account by doing a simple t-test. Table III contains the result of the t-test.
The interest expressed by individuals offered the instant bonus account was not
significantly different than interest expressed by those offered the control account.
This finding goes against our hypothesis.
The t-test reveals that when offered the instant bonus account participants responded they were interested in opening an account 73.2 percent of the time. When
offered the control account, participants slated they were interested in opening an
account 755 percent of the time. At a 5 percent significance level, we fail to reject that
there is no difference between the two accounts. This means participants were just as
likely to respond positively to opening the instant bonus account as they were to the
control account.
The logit model is used to determine significance and effect of other variables
upon expressed interest through the treatment. A logit model is used because the
outcome of expressed interest is a binary variable, with interest in the account being
expressed as "yes" or "no." The model we use to predict interest is as follows:

Interest =

~o

+ ~1 type + ~2race + e (1)

The coefficient for account type, ~L is the main variable of interest. We include
race because of a randomization imbalance. We then test significance of other variables on expressed interest in the treatment account. These variables include gender
14
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Table I
Variable

Description
Binary variable: l=yes, O=no in response to question, " Are
you interested in opening this account?"

Interest
Type

Binary variable: l=instant bonus, O=normal savings

Age

Marginal effect of age on interest

Lunda

Dummy Variable l=observation took place here,
O=observation took place somewhere else

Naddangira

Dummy Variable l=observation took place here,
O=observation took place somewhere else

Owino

Omitted Dummy Variable

Female Enumerator

Binary variable: l=at least one enumerator was female,
O=both enumerators male

Race

Binary variable: l=both enumerators are black, O=at least
one enumerator is white

Female Subject

Binary variable: l=female subject, O=male subject

Table II
Variable

Obs

Mean

Std. Dev.

Interest

2011

0.743909

0.4365815

Type

2227

0.430624

0.4952748

Age

1991

30.90608

10.68516

Lunda

2227

0.477324

0.4995977

Naddangira

2227

0.315222

0.4647087

Owino

2227

0.207454

0.4055745

Female Enumerator

2227

0.605299

0.4898143

Race

2227

0.870678

0.3356313

Female Subject

2011

0.484336

0.4998789

Table III
T-test of interest by type
[95 percent Conf.
Interval]

Group

Obs

Mean

Std. Err.

Std. Dev.

Control

1052

0.755

0.0133

0.43

0.729

0.781

Treatment

959

0.732

0.0143

0.443

0.704

0.76

Pr( IT I > It I ) = 0.2434
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of subjects, gender of enumerators, age of subjects, and subject location. The
gender of the subjects is included, because Uganda is a male-dominated society,
and this may lead to financial decisions that are largely made by male household
members (Goetz, 1998 and Khadiagala, 2(01). The gender of the enumerator could
also affect people's behavior; for instance, an individual may be more inclined to
express interest in an account offered when a female is present. The gender variable
is interesting because previous studies, like one by Bertrand et al. that used pictures
of females in marketing in South Africa, have shown gender to .h ave a Significant
influence on financial decisions (Bertrand et al., 2010). Age of subjects might also
help determine interest in an account. For example, older people generally have
more money to save, but younger people may trust institutions more. The SACCOs
in this study were selected because they each were in a unique location and serviced
different types of people. Individuals around Naddangira tended to live in rural
areas and often were farmers. Individuals in Owino were almost entirely business
owners who may have more money to put into savings accounts. The area of Lunda
was located within the city.
Table IV contains the results of the logit regression for this model.
Table IV
Model:

Interest = ~o + ~1 type + ~2 race + e
Modell

Model II

Model III

Model IV

Model V

Coefficient
On'!ype

-0.1310024

-0.2704158

-0.2357713

-.3640481

-0.2994793

Std. Error

0.102778

0.1473375

0.1315312

.1934042

0.1444082

Z score

-1.27

-1.84

-1.79

-1.88

-2.07

Pvalue

0.202

0.066

0.073

0.060

0.038

Variable

Basic

Male
Subject

Female
Enumerator

Subject
Age (>35)

Lunda

In model one, we conduct a basic logit regression on interest by type while controlling for race. The results of this model, which we found previously in the t-test,
show that the type of account offered does not have a significant impact on interest
in the account.
In model two, we limited our data to only male subjects. We find the treatment
(type of account) to have a significant impact on interest (P value = 0.066) when limited to male subjects.
In model three, we limited our data to only female enumerators. We find the
treatment to have a significant impact on interest (P value = 0.073) when at least one
female is present to offer the account.
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In model four, we limited our data to subjects older than age thirty-five. We find
the treatment to have a significant impact on interest (P value = 0.060) when people
offered the account were older than thirty-five.
In model five, we limited our data to subjects located in the Lunda SACCO region. We find the treatment to have a significant impact on interest (P value = 0.038)
when people in Lunda region were offered the account.
In order to determine the effect of these significant variables on interest in opening the instant bonus account, we look at the marginal effects of the variables. Table
V contains the marginal effects of each variable.

Table V
Marginal Effects
Variable

dy/dx

Male Subject

-0.048225

Female Enumerator

-0.045007

Age (>35)

-0.075763

Lunda

-0.060509

As stated earlier, the gender of the subject, the gender of the enumerator, the
age of the subject, and the Lunda district are all statistically significant. Each of these
variables had varying degrees of effect upon interest. If the subject was male, they
were 4.8 percent less likely to be interested in opening the instant bonus account. If a
female enumerator was present in offering the account, people were 4.5 percent less
likely to be interested in opening the instant bonus account. If subjects were over the
age of thirty-five, they were 7.5 percent less likely to be interested in the treatment
account. Finally, if people were offered accounts in the Lunda region, they were 6
percent less likely to be interested in the instant bonus account.

Analysis
Although the experiment did not provide the expected results, the outcomes
from the survey data and our experience working with the banks contribute to the research on microsavings. In this section, we discuss why being a male, having a female
enumerator present, being located in the Lunda region, and the age of subjects had a
negative effect on people's interest in the instant bonus account. We then discuss reasons why people may have failed to open either of the accounts offered in this study.
One study on microsavings and female empowerment found that some women
faced opposition from their husbands when wanting to set up an account with a commitment mechanism, because they did not want their funds tied up (Ashraf, Karlan
and Yin, 2010). In our study we found male subjects to be less interested in the instant
bonus account, an account that also included a commitment mechanism to encourage
17
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longer saving. Our finding on male subjects is consistent with previous research.
The negative effect of having a female enumerator is interesting, because this
effect goes contrary to previous studies on gender and advertising. For example, in
Bertrand et aI., researchers found that using a picture of a female in marketing financial products caused an increase in demand for the product (Bertrand et aI., 2010).
In research conducted by Sahna and Stifel, they find a disparity in the living
standard of urban and rural groups of people in sub-Saharan Africa (Sahna and Stifel,
2003). The living standard of those in urban regions is far above th~t of people in rural
areas. This may help to support the negative interest of people in located in Lunda
SACCO region, an urban area. People with a higher living standard may not be influenced by the salience of up front interest in the instant bonus savings account.
The age variable shows that individuals over the age of thirty-five are less interested in the instant bonus account. This may be due to older individuals feeling more
comfortable with traditional savings accounts.
Another important implication of this study is why were people not motivated
by the instant bonus account, even with its use of immediate gratification and loss
aversion theory? Connected to the lack of interest in the instant bonus account is the
shocking result that of 2,227 people offered accounts, no one opened either type of
account. Why were the participants in the study unwilling to open a savings account?
Data collected in our survey may give some insight into why so many people refused
to open accounts. Out of the 2,227 people that were offered accounts, 515 of them
said they were not interested in the account offered to them. After expressing this, we
asked them "Why not?" Table VI summarizes their responses.
The first and third reasons for not being interested in the accounts are especially
interesting. First, many people we talked to expressed a desire to save but concluded
they did not have enough money to save. The high fees associated with saving in a
semi-formal institution may have played into the conclusion made by individuals
that they did not have enough to save. Even these SACCOs that cater to the poor put
up too many barriers for low-income individuals to save. The third most popular reason for not saving was a lack of trust in the SACCOs. Many participants heard stories
of the SACCOs stealing people's money. With money so scarce, it is not surprising
that Ugandans were hesitant to let institutions handle their money.
Ugandans also face many barriers to saving, which include monthly maintenance
fees, fees for letters from civic leaders, ID fees, and expenses to pay for materials that
institutions use to keep track of finances. Because of these barriers when trying to save,
we assume the power of loss aversion and immediate gratification (as incorporated into
the instant bonus account) were not salient enough to the people offered accounts. It is
possible that that if the barriers were eliminated, both immediate gratification and loss
aversion theory would become effective when offering accounts.
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Table VI
Reason
Can't afford
Already saving
Don't trust SACCO

Frequency

Percentage

125
116
88

24.27
22.52

Not interested in account

53

10.2'1

SACCO far away
Other
Needs spouse approval
Fees too high
Too many requirements
Min balance too high
Don't know

31

6.02

33

6.41

25

4.85

1'1

3.69
1.75

y

Refuse

17.09

'1

1.75

4

0.78

3

0.58

Discussion of Future Work
Future studies should be carried out to try and test the effectiveness of the instant
bonus account. It has been developed on solid theories and has the potential to help
motivate the poor to save, not only more, but for a longer period of time. If the barriers facing the poor are either lessened or eliminated, the instant bonus account can
be effective. Researchers should consider partnering with formal banks instead of
SACCOs. Though many SACCOs have a positive influence in the communities they
serve, we found that many individuals view them with skepticism. Partnering with a
larger and established bank could convey stability and security to those being offered
an account. Reducing the fees associated with using a formal savings account could
also remove one barrier faced by the poor, and help test the true effectiveness of the
instant bonus account. Reducing or eliminating fees could motivate those that believe
they do not have enough money to finally open an account.
It is difficult to truly test the effectiveness of the instant bonus account without
a true behavioral outcome. Expressed interest in opening an account is better than
no outcome, but to truly test the salience of loss aversion and immediate gratification a definite behavioral outcome is needed. The results from this paper could be
used to design a project in the future that avoids the difficulties encountered in
carrying out this study. If successfully done, the true value of the instant bonus account can be tested.

Conclusion
When participants were randomly assigned either the instant bonus or normal
savings account and asked, Are you interested in opening this account?" we find
U
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that there is no statistical difference between their responses. We also found that no
one actually signed up for either account, negating our behavioral outcome. We believe these results are due to the high barriers the poor face when making the decision
to save. These include the general lack of trust of savings institutions, not having
enough money to save, and high fees associated with using a savings account. We
believe that if these barriers were removed, the true effectiveness of the instant bonus
account could be measured.
Despite these results we did find interesting outcomes among other variables we
included in our model. The variables that had a significant effect on people's interest
in opening the instant bonus account were being a male subject, having a female enumerator present to offer the account, being located in the Lunda SACCO region, and
the age of the subject offered the account. All of these variables had a negative effect
on interest in the instant bonus account.
Although this study had many shortcomings, it provides a valuable contribution
to the field of microsavings. Through this study, we learned more about how to design successful micro finance studies as well as what factors influence saving practices
among the people in Uganda. In the future, these findings can aid the development
of microsavings products to assist the poor in obtaining a higher standard of living.
REFERENCES
Ashraf, Nava, Dean Karlan, and Wesley Yin. 20lO. "Female Empowerment: Impact of a Commitment Savings Product in the Philippines," World Development, 38 (3): 333-44.
Banerjee, Abhijit V. and Esther Duflo. 2011. Poor Economics: A Radical Rethinking of the Way to
Fight Global Poverty. New York: PublicAffairs.
Bertrand, Marianne, Karlan, Dean, Mullainathan, Sendhil, Shafir, Eldar and Jonathan Zinman.
2010. "What's Advertising Content Worth? Evidence from a Consumer Credit Marketing
Field Experiment," The Quarterly Journal of Economics, 125(1): 263-306.
Goetz, Anne. 1998. "Women in Politics and Gender Equity in Policy: South Africa and Uganda," Review of African Political Economy, 25(76): 55-76.
Kabatalya, Olive and Richard Pelrine. 2005. "Savings Habits, Needs and Priorities in Rural
Uganda," Bank of Uganda Research Department. Rural SPEED and Chemonics International. Produced by USAID.
Dovi, Efam. "Africa: Boosting Domestic Savings on the Continent," Africa Renewal Online.
October, 2008.
Kahneman, Daniel, and Amos Tversky. 1979. "Prospect Theory: An AnalYSis of Decision under
Risk," Econometrica. 47 (2): 263-92.
Khadiagala, Lynn. 2001. "The Failure of Popular Justice in Uganda: Local Councils and Women's Property Rights," Development and Change, 31(1): 55-76.
O'Donoghue, Ted, and Matthew Rabin. 2000. "The Economics of Immediate Gratification,"
Journal of Behavioral Decision Making, 13(2): 233-50. ABI/INFORM Complete.
Sahna, David and David Stifel. 2003. "Urban-Rural Inequality in Living Standards in Africa,"
Journal of African Economics, 12(4): 564-97.
"Uganda Overview," The World Bank. Web. 4 Dec. 2010. <http:/ / www.worldbank.org/ en/
country / uganda/ overview>.

20

